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Q. Please state your name and business address.
Richard A. Baudino, J. Kennedy and Associates, Inc. ("Kennedy and Associates"), 35

Glenlake Parkway, Suite 475, Atlanta, Georgia 30328.
Q. Are you the same Richard Baudino who submitted direct testimony in this

proceeding on behalf of the Kentucky Industrial Utility Customers (“KIUC”)?

A. Yes.

J. Kennedy and Associates, Inc.
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What is the purpose of your additional direct testimony in this proceeding?

The purpose of my additional direct testimony is to update my cost of equity
calculation with more recent data. I am sponsoring Exhibits _ (RAB-7) through
____(RAB-10) which provide the updates to my discounted cash flow (“DCF”)

analysis and my Capital Asset Pricing Model (“CAPM”) analysis.

Are there any changes to your comparison group?

Yes. I eliminated Northern States Power because of a recently announced merger.

What is the updated dividend yield for the group?
Exhibit (RAB-7) shows that the updated six-month dividend yield for the

comparison group is 4.64%.

What is your recommended growth rate range?

My recommended growth rate range is now 4.40% to 5.20%. The updated growth
rates are presented in Exhibit  (RAB-8). The range encompasses the Value Line
earnings and retention growth forecasts and the Institutional Brokers Estimate System

(“IBES™) earnings forecasts.

What is your updated DCF return on equity range?
Exhibit (RAB-9) presents the updated DCF range, which is 9.14% to 9.96%, with
a midpoint of 9.55%. This is slightly higher than the midpoint of 9.45% in my direct

testimony.

J. Kennedy and Associates, Inc.
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2 Q. Please present your results for the CAPM analysis.

3 A Updating the analysis results in a CAPM cost of equity range of 7.16% to 9.13%.

4
5 Q. Does this conclude your additional direct testimony in this proceeding?
6 A. Yes.

J. Kennedy and Associates, Inc.

e
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Exhibit ___(RAB-7)

LOUISVILLE GAS & ELECTRIC COMPANY
ELECTRIC UTILITY COMPARISON GROUP
AVERAGE PRICE, DIVIDEND AND DIVIDEND YIELD

Nov'98 Dec'98 Jan'99 Feb'99 Mar'99  Apr'99

DPL High Price ($) 20.500 21.750 22.000 19.000 19.313 17.875
Low Price ($) 18.938 19.938 18.938 17.438 16.438 16.313
Avg. Price ($) 19.719 20.844 20.469 18.219 17.875 - 17.094
Dividend ($) 0.235 0.235 0.235 0.235 0.235 0.235
Mo. Avg. Div. 4.77% 451% 4.59% 5.16% 5.26% 5.50%
6 mos. Avg. 4.96%

FPL Group High Price ($) 64.750 64.938 61.938 55.438 58.125 57.563
Low Price ($) 60.750 60.625 54.500 50.313 50.125 52.875
Avg. Price (3) 62.750 62.781 58.219 52.875 54.125 55.219
Dividend ($) 0.500 0.500 0.500 0.520 0.520 0.520
Mo. Avg. Div. 3.19% 3.19% 3.44% 3.93% 3.84% 3.77%
6 mos. Avg. 3.56%

OGE Energy High Price ($) 28.500 29.000 29.063 25.813 25.750 24.250
Low Price ($) 26.250 27.313 25.313 23.625 22.563 21.813
Avg. Price ($) 27.375 28.156 27.188 24.719 24.156 23.031
Dividend ($) 0.333 0.333 0.333 0.333 0.333 0.333
Mo. Avg. Div. 4.86% 4.72% 4.89% 5.38% 5.51% 5.77%
6 mos. Avg. 5.19%

SIGCorp High Price (3) 36.875 35.750 36.125 32.625 29.563 29.000
Low Price ($) 33.375 33.625 32.500 28.750 26.250 26.125
Avg. Price ($) 35.125 34.688 34.313 30.688 27.906 27.563
Dividend ($) 0.303 0.303 0.310 0.310 0.310 0.310
Mo. Avg. Div. 3.44% 3.49% 3.61% 4.04% 4.44% 4.50%
6 mos. Avg. 3.92%

Wisconsin Energy High Price (3) 32.125 31.875 31.563 26.875 27.375  26.875
Low Price ($) 30.188 30.000 25.938 25.063 25.188 25.063
Avg. Price ($) 31.156 30.938 28.750 25.969 26.281 25.969
Dividend (3) 0.390 0.390 0.390 0.390 0.390 0.390
Mo. Avg. Div. 5.01% 5.04% 5.43% 6.01% 5.94% 6.01%
6 mos. Avg. 5.57%

Group Dividend Yield, 6 Mo. Avg. 4.64%

Source: Standard and Poor's Stock Guide, December 1998 through May 1999.




LOVUISVILLE GAS & ELECTRIC COMPANY
ELECTRIC UTILITY COMPARISON GROUP
DCF Growth Rate Analysis

Exhibit ___(RAB-8)

(1 @) (&)

@)

Value Line  Value Line Value Line

Company DPS EPS IBES BxR

DPL 1.25% 3.25% 5.00% 3.88%
FPL Group 3.71% 4.81% 6.00% 6.68%
OGE Energy 2.43% 6.06% 3.70% 6.40%
SIGCorp 2.66% 5.76% 4.30% 6.36%
Wisconsin Energy 2.33% 6.40% 3.10% 2.67%
Averages 2.48% 5.25% 4.42% 5.20%

Sources:

Institutional Brokers Estimate System, May 1999 Earnings Reports
Value Line Investment Reports, March 12 and April 9, 1999

Value Line Projected Dividend Per Share Growth

Projected Compound

1998 02 -'04 Growth

Company DPS DPS Rate

DPL $ 094 $ 1.00 1.25%
FPL Group $ 200 § 2.40 3.71%
OGE Energy $ 133 § 1.50 2.43%
SIGCorp $ 121§ 1.38 2.66%
Wisconsin Energy $ 1.56 $ 1.75 2.33%
Average 2.48%

Page 1 of 2
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LOUISVILLE GAS & ELECTRIC COMPANY
ELECTRIC UTILITY COMPARISON GROUP
DCF Growth Rate Analysis

Value Line Projected Earnings Per Share Growth

Exhibit (RAB-8)

3-Year Projected Compound
Avg. 02 -'04 Growth

Company EPS EPS Rate

DPL $ 120 §$ 1.45 3.25%
FPL Group $ 358 §$ 4.75 4.81%
OGE Energy $ 1.76 $ 2.50 6.06%
SIGCormp $ 193 $ 270 5.76%
Wisconsin Energy $ 165 $ 225 6.40%
Average 5.25%

Note: 1998 EPS is used in place of 3-year average for Wisconsin Energy.

Sustainable Growth Calculation

Forecasted Forecasted
Payout Retention Expected Growth

Company Ratio Ratio Return Rate
DPL 68.97% 31.03% 12.50% 3.88%
FPL Group 50.53% 49.47% 13.50% 6.68%
OGE Energy 60.00% 40.00% 16.00% 6.40%
SIGCorp 51.11% 48.89% 13.00% 6.36%
Wisconsin Energy 77.78% 22.22% 12.00% 2.67%
Average 61.68% 38.32% 13.40% 5.20%
Source: Data come from Value Line's 2002-2004 forecasts.

Page 2 of 2




Exhibit (RAB-9)

RETURN ON EQUITY CALCULATION
COMPARISON GROUP
Dividend Yield 4.64%
Growth Rate Range 4.40%
Expected Dividend Yield 4.74%
DCF Return on Equity 9.14%
Midpoint of Range

4.64%

5.20%

4.76%

9.96%

9.55%




Exhibit ___(RAB-10)
' Page 1 of 2
LOUISVILLE GAS AND ELECTRIC COMPANY
Capital Asset Pricing Model Analysis
l Electric Utility Comparison Group Beta
30-Year Treasury Bond
' Line (1) ()
No, S&P 500 Value Line
l 1 Market Required Return Estimate
2 Expected Dividend Yield 1.38% 1.58%
3 Expected Growth 1.50% 10.30%
I 4 Required Return 8.88% 11.88%
5 Risk-free Rate of Return, 30-Year Treasury Bond
l 6 Average of Last Six Months 5.34% 5.34%
8 Risk Premium
9 @ 6 Month Average RFR (Line 4 minus Line 6) 3.54% 6.54%
l 10 Comparison Group Beta 0.58 0.58
11 Comparison Group Beta * Risk Premium
l 12 @ 6 Month Average RFR (Line 10 * Line 9) 2.05% 3.79%
13 CAPM Return on Equity
l 14 @ 6 Month Average RFR (Line 12 plus Line 6) 7.39% 9.13%
5-Year Treasury Bond
' 1 Market Required Return Estimate
2 Expected Dividend Yield 1.38% 1.58%
3 Expected Growth 1.50% 10.30%
l 4 Required Return 8.88% 11.88%
5 Risk-free Rate of Return, 5-Year Treasury Bond
I 6 Average of Last Six Months 4.80% '4.80%
8 Risk Premium
9 @ 6 Month Average RFR (Line 4 minus Line 6) 4.08% 7.08%
' 10 Comparison Group Beta 0.58 0.58
11 Comparison Group Beta * Risk Premium
' 12 @ 6 Month Average RFR (Line 9 * Line 10) 2.37% 4.11%
13 CAPM Return on Equity
' 14 @ 6 Month Average RFR (Line 12 plus Line 6) 7.16% 8.90%




Exhibit ___(RAB-10)

Page 2 of 2
LOUISVILLE GAS AND ELECTRIC COMPANY
Supporting Data for CAPM Analyses
Avg, Yield _
Forecasted Data:
November 1998 1.43% Earnings 14.10%
December 1998 1.37% Book Value 11.90%
January 1999 1.31% Dividends 4.90%
February 1999 1.32%
March 1999 1.30% Average 10.30%
April 1999 124% Source: Value Screen lli, May 1999
6 month average 1.33%
Source: S& P's Central Inquiry Unit Value Line Industrial Composite Data;
Forecasted Data:
Earnings 11.50%
Dividends 8.00%
Retention Growth 15.00%
Average 11.50%
Source: Value Line Selection & Opinion,
January 22, 1999.
30 Year Treasury Bond Data 5 Year Treasury Bond Data
November 1998 5.23% November 1998 4.50%
December 1998 5.09% December 1998 4.53%
January 1999 5.18% January 1999 4.61%
February 1999 5.40% February 1999 4.94%
March 1999 5.58% March 1999 5.16%
April 1999 5.56% April 1999 5.07%
6 month average 5.34% 6 month average 4.80%
Source: Compuserve Data Base Source: Compuserve Data Base
Value Line Betas
Comparison Group:
DPL 0.65
FPL Group 0.55
OGE Energy 0.50
SiGCorp 0.65
Wisconsin Energy 0.55
Average 0.58

Source: Value Line Investment Reports,
March 12 and April 9, 1999.
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COMMONWEALTH OF KENTUCKY
BEFORE THE
PUBLIC SERVICE COMMISSION
IN THE MATTER OF: APPLICATION OF :
LOUISVILLE GAS AND ELECTRIC COMPANY : CASE NO. 98-426
FOR APPROVAL OF AN ALTERNATIVE METHOD
OF REGULATION OF ITS RATES AND SERVICE

and

KENTUCKY INDUSTRIAL UTILITY
CUSTOMERS, INC
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V. : CASE NO. 99-082
LOUISVILLE GAS AND ELECTRIC COMPANY

Defendant
ADDITIONAL DIRECT TESTIMONY OF LANE KOLLEN

I. QUALIFICATIONS AND SUMMARY

Please state your name and business address.
A. My name is Lane Kollen. My business address is J. Kennedy and Associates, Inc.

("Kennedy and Associates"), 35 Glenlake Parkway, Suite 475, Atlanta, Georgia 30328.

Have you previously filed testimony in this proceeding?
Yes. I previously filed Direct Testimony on behalf of the Kentucky Industrial Utility
Customers, Inc. ("KIUC") in this proceeding addressing the Company's overearnings

and the necessity for a base revenue reduction.

J. Kennedy and Associates, Inc.
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What is the purpose of your Additional Direct Testimony?
The purpose of this testimony is to update and refine the quantification of Louisville
Gas and Electric Company's (the "Company" or "LGE") overearnings and ' the

appropriate base revenue reduction.

Please summarize your testimony.

The Company's base revenues should be reduced by $61.930 million, or $52.530
million more than the $9.400 million base revenue reduction that will be implemented
on July 2, 1999 pursuant to the Commission's April 13, 1999 Order in this proceeding.
The Company's ratemaking return on common for the test year 1998 is 16.1%
compared to a required return of 9.55%. Thus, the Company's current base revenues
are excessive and are not just, fair, and reasonable. The computations underlying my

quantification of the base revenue reduction are summarized on my Exhibit___ (LK-1).

Please generally describe the changes that you made to the revenue requirement
analysis in your Direct Testimony.

I utilized the same revenue requirement methodology, based upon the Commission's
historic utilization of rate of return regulation. I updated the test year to the calendar
year 1998 from the test year ending September 30, 1998 due to the availability of more
detailed information provided by the Company in response to discovery. I relied upon
the Company's supplemental response to Item 11 of the Commission's Order dated
December 2, 1998, other responses to Commission Staff and KIUC discovery in this

proceeding, and other publicly available information.

J. Kennedy and Associates, Inc.
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The Company proposed numerous proforma adjustments to the 1998 calendar year per
books data. These adjustments were proposed in both the supplemental response to
Item 11 of the Commission's Order dated December 2, 1998 and the response to
PSC#4-LGE-11. I have accepted certain of these adjustments and included others of
my own. In addition, I have rejected other proforma adjustments proposed by the
Company. The following two sections of my testimony address the proformas that I

have incorporated and those proposed by the Company that I have rejected.

Did you segregate the base, environmental surcharge ("ECR"), and fuel
adjustment clause ('""FAC'') components of operating income?

No. I'assumed that the environmental surcharge cost of service would be incorporated
into the base revenue requirement and then reset to zero concurrent with the effective
date of the Commission's base revenue reduction in this proceeding. Net incremental
environmental costs after that date would be recovered through the ECR. I assumed

that FAC revenues were equal to recoverable fuel and purchased power expenses.
Did you update the rate of return on common equity reflected in your
quantification?

Yes. I utilized the updated 9.55% recommended by KIUC witness Mr. Baudino.

Are the results of your update for the test year 1998 significantly different than

for the test year ending September 30, 1998 presented in your Direct Testimony?

J. Kennedy and Associates, Inc.
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Yes. The base revenue reduction was significantly higher based upon the September
30, 1998 test year. This significant change is due primarily to the Company's
computation of lower per books electric jurisdiction operating income for the calendar
year 1998 compared to the test year ending September 30, 1998. Although I have
reviewed the operating income components for the two test years, it is not clear if the
Company's per books electric operating income for either period was incorrectly
computed by the Company or whether there were nonrecurring revenue or expense

items that were not identified by the Company for proforma adjustment purposes.

J. Kennedy and Associates, Inc.
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II. PROFORMA ADJUSTMENTS INCORPORATED

Please identify the proforma adjustments that you have incorporated to the per
books data for the calendar year 1998.
I have incorporated certain adjustments to operating income and to rate base. The

adjustments that I have incorporated to operating income are as follows:

1. Increase revenues to eliminate provision for rate refund.

2. Increase revenues to reflect increase in customers and sales.

3. Increase revenues to reflect lost DSM decoupling revenues.

4. Increase O&M expense to reflect net retained shareholder savings from merger.
5. Reduce O&M expense to remove actual Year 2000 costs and replace with

amortization over five years.

6. Reduce O&M expense to eliminate the limestone inventory writeoff at Trimble
County.
7. Reduce O&M expense to reflect normalized storm damage.

J. Kennedy and Associates, Inc.
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The adjustments to rate base that I have incorporated are as follows:

1. Reduce rate base to eliminate cash working capital.
2. Reduce rate base to eliminate prepayments.
3. Reduce rate base to reflect customer deposits.

Please explain why the Commission should eliminate the provision for rate
refund. .

The provision for rate refund is due entirely to the ECR refund booked by the
Company in December 1998 related to the settlement of the retroactivity issue. The
provision for rate refund is nonrecurring and represents a refund for periods back to
1994. It would be inappropriate to allow the Company to recover the effects of this
ECR rate refund as a base revenue requirement. It should be noted that the Company

also proposed this proforma adjustment as detailed in its supplemental response to Item

11 of the Commission's Order dated December 2, 1998.

Please explain why the Commission should reflect an increase in revenues in
order to annualize customer and sales growth during the test year.

The Company achieved customer and sales growth during the test year. However, the
test year revenues reflect only one half of that growth going forward. For example, if
the number of customers increased by 5% during the year, revenues would reflect only
2.5% of that growth on average. Consequently, the Commission should annualize the

effects of the customer and sales growth in the computation of base and ECR revenues.

J. Kennedy and Associates, Inc.
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Please describe how you quantified the increase in revenues in order to annualize
customer and sales growth during the test year.

I determined the weighted average composite growth in customers and applied one half
of that growth to the combined test year base and ECR revenues. I determined the
weighting of customer growth for this purpose by the combined base and ECR

revenucs.

Please explain why the Commission should reflect an increase to O&M expense in
order to reflect net retained shareholder savings from the merger.

This proforma adjustment is necessary in order to provide the Company with its
retained shareholder savings from the merger. Absent this adjustment, all merger
savings would flow through to ratepayers. It should be noted that the Company
proposed a similar adjustment in its supplemental response to Item 11 of the

Commission's Order dated December 2, 1998.

Please describe how you quantified the increase to O&M expense in order to
reflect the net retained shareholder savings from the merger.

I utilized the first year net merger savings of $26.312 million quantified in the merger
proceeding. I then allocated the net merger savings 47% to LGE and 53% to KU in
accordance with the Merger Order. Finally, I quantified the net retained savings at

50% for the Company, also in accordance with the Merger Order.

Please explain why the Commission should reflect a reduction to O&M expense in

J. Kennedy and Associates, Inc.
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order to remove actual Year 2000 costs and an amortization expense based upon
a five year amortization period.

Year 2000 costs are nonrecurring. In addition, Year 2000 costs generally extend the
useful lives of or otherwise enhance existing software and hardware applications. In
some instances, Year 2000 costs replace existing software and hardware applications,
thereby creating significant future value. Nevertheless, most Year 2000 costs must be
expensed in accordance with generally accepted accounting principles for book
accounting purposes. However, the Commission can and should treat these costs as
assets with future value and require the Company to defer the costs and amortize them
over an appropriate time period. It should be noted the Company also has proposed a
similar Year 2000 proforma adjustment in its response to PSC#4-LGE-11 in this

proceeding, although it proposed a three year amortization period.

Why is a five year amortization period for the Year 2000 costs appropriate?

A five year amortization period is appropriate for several reasons. First, five years
more closely parallels the merger surcredit period. The amortization period is a matter
of judgment and should attempt to balance the effects on ratepayers with the
Company's need to recover these costs. It would not be appropriate to set the base
revenue requirement to recover these costs over one, two, three, or four years if the
Commission does not reasonably anticipate another base rate proceeding within the

next four years.

Second, software and hardware costs are commonly amortized or depreciated over five

J. Kennedy and Associates, Inc.
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to ten year periods. The Company has provided- no rationale for a three year

amortization period.

Third, a five year amortization period provides the Company full recovery of its Year
2000 costs incurred during the test year, although these costs are nonrecurring and the

Company already has recovered the costs through retained overearnings.

Please explain why the Commission should reduce O&M expense to eliminate the
limestone inventory writeoff at Trimble County.

This O&M expense was nonrecurring and should not be included in the base revenue
requirement as a recurring expense. It should be noted that this proforma adjustment

was proposed by the Company in response to PSC#4-LGE-11 in this proceeding.

Please explain why the Commission should reduce O&M expense in order to
reflect normalized storm damage.

The level of this O&M expense was abnormal during the test year. It is appropriate to
normalize this expense to establish the base revenue requirement going forward. In
order to normalize this expense, I have accepted the Company's quantification provided

in response to PSC#4-LGE-11 in this proceeding.

Did the Company provide a computation of rate base at December 31, 1998?

Yes. The Company provided a computation of rate base in response to the PSC#4-

LGE-12. 1 utilized this computation of rate base as a starting point for my

J. Kennedy and Associates, Inc.
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computation.

Did you utilize rate base in the KIUC quantification of the Company's revenue
requirement?

Instead of a return on rate base, I utilized the return on capitalization in accordance
with the approach historically employed by the Commission. However, I utilized the
rate base computations for the purpose of allocating the Company's capitalization

between electric and gas operations.

Please explain why the Commission should set cash working capital equal to zero.
First, the Company's claim for cash working capital is based upon the one-eighth
formula developed by the FERC in the early part of this century, prior to the
development and adoption of today's sophisticated cash management techniques and
cash flow measurement capabilities. The one-eight formula ensures a positive cash
working capital result regardless of the timing of the Company's actual cash flows and

assumes that investors supply capital for cash working capital purposes.

Second, the FERC has recognized that the one-eighth formula no longer provides a
reasonable quantification of cash working capital requirements. For gas pipeline
utilities, FERC assumes that cash working capital is equal to zero unless a party can

show differently through a lead-lag study. 18 CFR § 154.306.

Third, in my experience, it is unusual for an electric utility today to have a positive cash

J. Kennedy and Associates, Inc.
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working capital requirement as measured through a properly performed cash lead/lag
study. Perhaps understandably, the Company has not performed a cash lead/lag study
to enable the Commission actually to quantify the negative amount representing
customer supplied cash working capital. Nor has it performed such a study as
affirmative evidence that it has a positive cash working capital requirement. In lieu of

such a study, it would be reasonable simply to set cash working capital equal to zero

for rate base purposes.

Please explain why the Commission should set prepayments equal to zero.
The reason to set prepayments equal to zero is that the actual cash working capital is or
should be sufficiently negative that it would exceed the Company's rate base claim for

prepayments.

Please explain why the customer deposits should be subtracted from rate base.

Customer deposits typically are considered customer supplied capital.

J. Kennedy and Associates, Inc.
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III. PROFORMA ADJUSTMENTS REJECTED

Please identify the proforma adjustments proposed by the Company that you
have rejected.
I have rejected certain adjustments to operating income and capitalization proposed by

the Company. The adjustments to operating income that I have rejected are as follows:

L. Increase to O&M expense for merger dispatch OATT.

2. Reduction to annual ECR revenues.

3. Reduction to revenues to reflect "normal” weather.

4. Increase to purchased power expense to reflect projected 1999 market prices.

5. Reduction of off-system sales margins to reflect historic levels.

6. Reduction to revenues to reflect hypothetical implementation of EPBR tariff in
1998.

7. Reduction to revenues to reflect EPBR rate reduction.

In addition, I have rejected the Company's adjustment to increase the common equity

capitalization to reverse the effects of a writeoff of certain merger costs.

Please explain why the Commission should reject the Company's proforma
adjustment for merger dispatch OATT.

The merger dispatch savings inure to the benefit of the ratepayers in accordance with
the Company's Application and the Commission's Merger Order in Case No. 97-300.

Please explain why the Commission should reject the Company's adjustment to

J. Kennedy and Associates, Inc.
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reduce annual ECR revenues.

The KIUC quantification of the Company's revenue requirement is based upon
combining the base and ECR revenue requirement for the test year and setting the
initial ECR rate to zero on the effective date of the base revenue reduction. The
integration of the base and ECR revenue requirement provides the Company full (and
higher compared to the current ECR) recovery of its environmental costs. Thus, any
deficiency in ECR recovery, represented in part by the Company's proforma
adjustment to reduce annual ECR revenues, already is included in the KIUC
recommendation. If the Company's adjustment is accepted, there will be a double

recovery.

Please explain why the Commission should reject the Company's proforma
adjustment to reduce revenues to reflect "'normal' weather.

First, the Commission historically has not adopted weather normalization adjustments
for electric utilities. Clearly, the adoption of such an adjustment for the Company
would be considered precedential in base revenue proceedings involving other utilities

and in future proceedings involving the Company.

Second, the selection of data series and the development of the regression equations
and other aspects of the methodologies are subject to considerable judgment.

Consequently, a weather normalization adjustment is not a factual determination, but
rather an assessment of opinions as to what constitutes "normal" weather for purposes

of quantifying this ratemaking adjustment. In the broadest sense, there is disagreement

J. Kennedy and Associates, Inc.
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among scientists regarding the extent of global warming, if any, and the duration and
measurement of warming cycles. More specifically, the Company has performed its

own computation of temperature normals in lieu of the NOAA computations.

Third, this proceeding is not conducive to a thorough assessment of alternative
quantifications of this adjustment, if the Commission were to change its historic
rejection of such adjustments for electric utilities. There are procedural limitations to

the development of a comprehensive record on this issue.

Please explain why the Commission should reject the Company's proposed
adjustment to increase purchased power expense to reflect its projections of 1999
market prices.

First, this adjustment represents a selective single issue post test year adjustment. The
Company adamantly has refused to provide 1999 budget information, alleging that to
do so would violate federal securities laws. Yet, on this one issue, it understandably is
willing to provide its projections of purchased power costs for 1999. Clearly, this

adjustment is self-serving and inappropriate.

Second, the Company has assumed higher market prices for this adjustment, which
would increase its revenue requirement, while also assuming lower market prices for its
proposed off-system sales margins proforma adjustment. The Company's position is
intractably ridiculous and should be rejected. If the Commission were to utilize

historic purchased power costs for the Company, the proforma adjustment would be to

J. Kennedy and Associates, Inc.
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significantly reduce purchased power costs. For example, purchased power costs were

at a three year high in 1998 at $50.176 million compared to $17.229 million in 1997
and $16.626 million in 1996. A three year average of purchased power expense would

result in a reduction to purchased power expense of $22.165 million.

Third, apparently the Company believes that "forward prices” will increase for
purposes of its proposed purchased power adjustment, but that "forward prices" also
will decrease according to its response to KIUC-3-12, a copy of which is attached as

my Exhibit (LK-2).

Fourth, the Company's proforma adjustment to increase purchased power expense and
thus the base revenue requirement is premised, at least in part, upon the assumed non-
existence of the FAC. Historically, purchased power costs, to the extent they were
shown to be purchased on an economic dispatch basis, were allowed recovery through
the FAC. If the FAC remains in effect, then all or part of the higher purchased power

costs, assuming there were higher costs, will be recoverable through the FAC.

Fifth, the Company's proforma adjustment is dependent upon the same level of
purchases in 1999. There is no evidence to suggest that will be the case. In fact, there
is virtually no probability that 1999 purchased power will be at the same levels as in
1998, since new CTs will be operational in 1999, loads will be different, fuel costs will
be different, forced outages will be different, and the economics of market purchases

will be different.

J. Kennedy and Associates, Inc.
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Please explain why the Commission should reject the Company's proposed
adjustment to reduce the off-system sales margins to hypothetical levels based
upon historic margins.

First, this adjustment is conceptually absurd for the reasons discussed in conjunction
with the Company's proposed purchased power adjustment. If the Company believes
that market prices are increasing, then its off-system sales margins also should increase,

not decline.

Second, this adjustment is an overt attempt to leverage into the future a higher retention
of off-system sales margins. These off-system sales margins are possible largely
because of the costs (investment and fixed operating) paid for by ratepayers through the
base and ECR revenue requirements. Nevertheless, between base revenue proceedings,
the Company is allowed to retain the entirety of off-system sales margins in excess of
the levels reflected in the test year utilized in its last base revenue proceeding.

Unfortunately, the Company apparently is not satisfied with that arrangement and now
has proposed that the test year sales margins not be fully reflected in the revenue
requirement. This proposed adjustment is inequitable, unfair, and unreasonable. The

balance should not be tipped further toward the Company.

Third, it would be complete speculation at this time to adjust the test year level of off-

system sales margins based upon the expectation that the Company's units may face

extended outages to comply with the pending NOx regulations. The NOx regulations

J. Kennedy and Associates, Inc.
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are being challenged in court, the state SIP-call is not due until September 1999, and
affected sources have until May 2003 to install control measures (unless granted
extensions so that the compliance date is delayed). The Company has not proposed a
NOx compliance plan detailing which units will receive certain NOX control
technology or when. The Commission certainly has not approved any such compliance
plan. Therefore, the NOx rules cannot be the justification for a "known and
measureable" change to the test year level of off-system sales margin. To the contrary,

the resolution of that matter is uncertain.

Please explain why the Commission should reject the Company's proposed
adjustment to reflect the hypothetical implementation of the EPBR tariff in 1998.

First, the Commission should determine the base revenue requirement without
consideration of the EPBR. Conceptually, the EPBR tariff is structured as a reward or
penalty to the Company. It would be inappropriate to embed either a reward or penalty

pursuant to the EPBR into base rates.

Second, the Company's adjustment would increase fuel costs in the test year compared
to actual. The FCR component of the EPBR would have resulted in higher costs to
ratepayers than the currently effective fuel adjustment clause. This fact illustrates the
poor design and the detrimental impact of the FCR component of the Company's

EPBR, if not the entirety of the EPBR.

Third, the Company's adjustment would result in a double recovery of the FCR reward

J. Kennedy and Associates, Inc.
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both through base rates and the EPBR tariff. That double recovery should not be

allowed.

Please explain why the Commission should reject the Company's proposed

adjustment for the EPBR rate reduction.

The Commission should first determine the Company's revenue requirement and the
appropriate base revenue reduction absent consideration of the EPBR. It then can
determine the necessary incremental adjustment to the rate reduction already in effect.
In this manner, the rate reduction is not dependent upon the adoption of the EPBR, but

rather upon the Company's cost of service.

Does this complete your Additional Direct Testimony?

Yes.

J. Kennedy and Associates, Inc.

_



(LK-1)

Exhibit
Page 1 of 4

‘lenba A@ewixoxddy "aseq sjeu jo nay Ut NS PN AQ pazgh uogezieude) 1 9)ON

LSt'6 30Y ut abueyd %1 jo 103y3
%0194 %YBSL  %TO'L %62 €l uononpay aiey 210589 AInb3 uowwoY uo wIMsy
%96 %SE'6 %906~  %02'S SONUBASY OLIDAI3 JO % SE UoNINPIY Jjey
9vb'199 2£6°2 605’859  SPS'L6L  ¥S0°0S8 UCHjaNpay S1eYy AI0jaq SANURAY JLIoB[]
0€6'L9 Zve 885’19 (SS€'LL)  €ETHY sniding snuaAsy
126'9€ 02 £2.'9¢  (8¥E'0L)  Gi€'92 sniding awioou| Bugesado
196'921 0z 161'92L  +9E'8 bZL'SElL awoou| BunessdQ syoog Jod
¥£0'06 0 y€0'06  ZiL'8) 9¥2'801 swooy] BunesadQ pasnbay
%EY'L %eP'L %Y L %EY'L %EY L wngay Jo ajey {fRI9A0 pannbay
696'012'} YN  696'01Z'L €89'1SC  2S9'T9¥') (1) vogeziiepde)

a(309(3 oudsl3  oIIs|g se 3997

paisnpy oyisnlpy  isnfpeun snipeun  (ejo)

isnfpeun
{0c009)

8661 ‘1€ H3AW3DIA ONIANI SHLNOW 21
INFWAINOIY ANNIAIY 40 AAVHHNS
ANVAROO O1¥103713 ANV SV9 3TUASINOT




"UOIIEZIUCIYDUAS 1SaUajul PUB Sjuawi)shipe asuadxa pue anuaaail o S}0ale Xej ' ©10N

= -abesaae 1834 U3} UO paseq azljeuuou
v.m 0} uoljjw 566} $ Aq asuadxa abewep uuols sonpay "uoyiw 68L°0$ JO (SJead G) uofeEZIOWE JBAA | SPNIJUI PUB UOI(IW G603
2 }0 SIS0 000Z JE3A Sjeunwi|g "0D 3jquil ) je AI0JUSaAUl BUOISIWI| JO JOINUM UOHIW £ 1 "¢ eunul|I ‘9 910N
"(afeys pauielal 94,0 SaWi aJeys 399 %Ly Sew) uoyjw
uwm Z1£'92¢$ se buipaaoosd sebiaw ur 3997 Aq pajoaloid) sbulaes paule)al jau 3957 j0 JUNOWE [ENUUE JBak JSil4 :G 3ION
E« '866 J9qUIada( Ul JUBWSIES YOI 3Y) O} AN Si PUNJA SJEl JO) UDISIAOI ‘p 310N
= & ‘sanuaasl bundnoosp WS Jo uolenugquoasIg ‘£ SJON
._m nm "gBujaes SJaWI0ISNS JO UOREZIBNUUE OU PUR SBNUSASI JIpaiouns jablsw jo ucijezienuue oN :Z SION
*S|9AD] SBIBS/SUSWOISNI JB3A O} UoNEZieNUUY 1} 9ION
196'924 $0Z i52'9ZL $9e's LZL'sEl awoou| fugessdo BN
S8P'PES X WA SL'LES  IBLE8L  EEB'PLL sasuadx3 BujesedQ ejo)
(96) (96) 0 (96) »BYo
SlE'SS () (9z0'1) Loy'9s  (¥6) 20€'95 S8XEe] SUIO0U] 31BIS PUE |BI9P
6L0'v1 610'vL 90¢e'y sze'sl saxe] LBYO
998'6. 999'62 ZIE'E} 8.1'e6 uofezuouny pue uoqeresdaq
226’9t 226'9b Gog's 18125 asuadx3 eoueusjulepy
66€'8¢E (9)'(s) e54'¢ ov9'vEE  ZBL'6SL  ZEY'vEY dx3 JadQ J8YIQ pUB "1amod Paseyding ‘en4
sasuadx3g bunesado
oavb'199 186'C 60S'8G9 SYS'I6L  $50'068 sanuaaay Bugessdo 1goy
16201 162°04 659°2 ayd'gl sanusaay Bugessdo sauy0
0 () 00s'v (o0s‘y) 0 (00S'$) PUnYaY J0j UOISIACIY
ovE'66 ove'66 02.'8 090°801 3jesay Joj sajeg
£81'8Y (e)(2){1} £82'8y $88'8 299°4S sanuoUInNy Jgnd O) sa(BS BUYIO
S00°€ (e (2Y(1)}(282'¢) 2629 0 , Z62°'9 Bugydn Aemybi4 pue jsans ougng
Ly1'60Z (€)(2) (1) vzt €20'802 696'11 Z266'612 (lewysnpui 10) abue)
$0€'9L (€)(@)(1) $08'92 8880 Z6L'LLL (lesawwo) Jo) [lewsg
9uy'eIz (€)'(z)'(1) 9/¥'ELZ  6ZY'ELL  G06'92€ _gcwn.aamn
£$3NUIAIY DujesaaO
w233 oTliEe =T BTk - T | seo 3991
paisnpy olisnfpy  isnipeun  isnipeun felog
1snlpeun
(000$)

8661 “L€ HIBWIDIU ONIANI SHINONW ZI
SWOONI ONILYYHIJO 40 AMVYWINS
ANVAWNOO JIHLI3TI ANY SYO ITHASINOT




(LK-1)

Page 3 of 4

Exhibit

‘outpneg "IN sssulm DN Aq papiroud
UoOWWOD jO }SOD 8661 ‘T sBquad3aQ pajep Japi0 UOISSIWWOD O} paydeye () ued |1 "oN ucnsanp
11 "ON UolsS3aND uoISSIWWOY 0} asucdsal jeuawalddns uy Auedwos Aq pepiaaid asem pausjaud pue 1P J0 1500 2 9lON

'8661 'Z 22quis0aQ Pelep JARIO UOISSIWILIOY O} paydeye (9) bed L) "ON UONSeND UOISSILWOD

0} asuodsas [euswaiddns uy Auedwo?) Aq papiroid asem pue Auedwio) je)0} Joj 8k sjunowe uonezienden 1} 910N
259°29°1L 259'C9%') 11 yum uonezieyde) |ejo)
829'89 P8I Xe Y JUaUASaAU|
%EY L $26'€6€'L D1l INOWpw vogez|eyde jej0)
9¥6'v0L %09'Y %SS'6 %028y  9¥8°1.9 Aynb3 vowwon ]
S20'00} %EE0 %6LY %489 82€'G6 Aynb3 pausjeid
189°£59 %0S'C %LS°S %96ty  008'929 1g3Qg wis | Hoyg pue Bua
Ol yim oliom  (2) 110 OLIom (1) Ol om
$ leyded J00PM D00  %leuded  grended
{000%)

8664 “1€ ¥IEW3D3Q ONIONI SHINON Zi
TV1idVYO 40 1S0J 40 AYVANNS
ANVdNOD 31810313 ANV SYO ITNASINOT




(LK-1)

Exhibit
Page 4 of 4

"0 0} [enbe syuswAedaid pue g 0 jenba jerides Bunpom yses jas
‘Auedwo) woy siqejieaeun Jnq aagebau aq pinoys ABoopotjsw Beypea; e Japun ejdes Bunpom ysed g 910N
"24-397T-PH#ISd ©) asuodsas ul SN se Auedlwo) Aq papn|ou; 81am SSLOJUSAUI [Ny JL393[] :Z 3ION

‘8661 ' J9QUIBISQ PAIEP 18PIO UOISSIWWOY) O} payoEyie (o) Hed || "oN uonsand

uoissiwwo) o} ssuodsal [gjuawalddns s Auedwio) ay) W) PSUIRIGO SEM SWaY aul) UIELAD 10} pejaq
‘¢ abed ZL-3971-y#0Sd 01 asuadsas ur Auedwo) aly Ag papiacud asam sjunowe aseq ajel pajsnipeun ayy '} 310N

£€85°102°t (voB'zy)  Z¥Y'PP2Z'L 119’852  980't0S'L aseg ajey |ejo)
(oz1) VN (0z1) (2zi'ob)  (2p8°01) S3UBADY JBWOISND
(z9v's) WN (29v's) (885'1) (050°D) siisodag Jswoisn)
(ezv'1v) €ch'id L6V 6¢'9p ieude) Buppops use)
(1vv'1) bl LEY 2i8'L sjuawAedasy
{s8z'0t) WN (ggz'ot)  v2L'L {+ai'6t) safjqery/siassy Asojeinbey j1aN
106°'LS YN LO6°LS 8yZ'L 6¥L°'€S SaUoUAAU| STW
0 (@ 0 168'9Z 168'92 SAUOWBAY] ONy
{556°£82) N (sse'e8z) (e80've)  (B8EO'R4LE) (18N} 011 pue saxe ou| pausjaqg pajeinWNOY
(toe'100't) WN {1oe'100'1) (228'ZPL) (€2L'¥bL')) uonepsidaq pajeinunooy
¥SZ'PLL VN yST'PLL  L0V'2Y 19£°961 diMo
¥GL'19E'C VN $GL°29€'C €8Y'0/€  L£9182'C , 301G Ul JUBld
ouos(3 ouppeg  (L)owdg3  (1)seo (1) 3991
PaISNpy olisnfpy jsnlpeun isnlpeun &0y,
isnipeun
(000$)

8661 ‘1€ ¥IBWIDIAQ ONIGONT SHINOW 24
3SVE LV 4O AHVWNNS
ANVdJWOD J1LD373 ANY SVO ITUASINOT



+------—----I

Question: KIUC#3-12

Exhibit (LK-2)
Page 1 of 2

LOUISVILLE GAS AND ELECTRIC COMPANY
KENTUCKY UTILITIES COMPANY
CASE NOS. 98-426 AND 98-474

Response to KIUC's 3rd Data Request dated April 30, 1999

Responding Witness: Ronald L. Willhite

Q-12 Provide all documents, memoranda, and other written information to support the
assertion that off-system sales are expected to decrease by 40% by 2001.

A-12

a) Explain how this forecast includes the added capacity available to KU and

LG&E from the two 164 MW CT'’s currently being built at the Brown site.

b) Explain how this forecast includes the new all requirements sale by KU to the

municipal electric system of Pitcarin, Pennsylvania,

Please see the response to AG Data Request No. 96.

a) The forecast levels of off-system sales include three major considerations:

b)

available capacity, native load, and the forward price curve. The CTs being built
at the Brown site are included in off-system sales forecast simulations. As such,
the CTs increase the amount of capacity available to KU and LG&E. However,
the forecast for native load also increases over the period. The magnitude of the
increase in native load is partially offset by the increase in available capacity
provided by the CT addition. The third factor is the forward price curve, i.e.,
expected market prices for power for future time periods. Forward prices have a
significant impact on the off-system sales forecast because those prices determine
how much power may be sold on an economic basis. Data that represent the

decline in forward prices is provided in the attached Question AG-16 in PSC Case
No. 99-056.

The load requirements of the Borough of Pitcarin included in the KU base
load forecast. As such, the sale is included in @Z—é@or future off-system

sales.
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LOUISVILLE GAS AND ELECTRIC COMPANY
KENTUCKY UTILITIES COMPANY
CASE NO. 99-056

Response to Attommey General’s 1st Data Request Dated April 1, 1999

Question: AG-16 Responding Witness: James Kasey

Q-16.

A-16.

On page 9 of his testimony, Mr. Kasey provides January and February forward
prices for the summer of 1999. Please provide the present forward prices for
future months for power as far into the future as prices are available. For these
prices please provide details of the type of power (ex. on-peak 5x16).

As of April 8, 1999, the following are the prices in $/MWh for 50 MW of On-
Peak (5x16 excluding holidays) firn power with liquidated damages delivered
into Cinergy with Seller’s choice of interface. (Where two or more months are
listed together, the months trade as a package for the same price per MWh.)
These prices are subject to change on a daily basis.

Term Bid Offer
($/MWh) | (3/MWh)
May 1999 26.00 26.30
Jun 1999 51.00 52.50
Jul & Aug 1999 104.00 110.00
Sep 1999 32.50 33.50
Q4 1999 24.00 24,40
Jan & Feb 2000 28.25 29.00
Mar 2000 23.25 24.50
Apr 2000 21.75 23.00
May 2000 25.50 26.25
Jun 2000 44.00 48.00
Jul & Aug 2000 80.00 86.00
Jul & Aug 2001 70.00 77.00




